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ii) 
ABSTRACT 
As more arid more financial institutions strive to 
develop a stronger in~ernal sales culture, many will see 
that sales and service are inseparable. As more 
institutions emphasize relationship banking as a way to do 
more business with existing customers for a longer period 
of time, their executives will see that service excellence 
is _the surest way to keep their customers coming back. 
While service quality has long been a key factor in 
most successful financial institutions, the term "service 
quality" has all too often been treated as a fad in recent 
years. In reality, service quality has been inherent to 
the banking business since its beginning. The success of 
these efforts however, has been limited. Even in world 
financial centres such as the U.S., Europe and Japan, most 
financial institutions' service quality "programmes" are 
still limited to special campaigns and promotions that are 
not systematic and all-inclusive in their approach. 
The absence of an integral strategic approach and 
long-term commitment also contribute to the frequent 
failures of organizations in their implementation of 
service strategies. 
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What is Service Quality? 
Since the nature of serV1ces involves the 
inseparability of production and consumption, the dyadic 
interaction between service personnel and customers has an 
influence on the service process which causes a great 
impact on the perceived outcome of the delivered service, 
hence affecting the customer's satisfaction. 
Service Quality involves a compar1son of customers' 
expectation with perceived performance. Service Quality 1S 
a commitment and willingness to understand customers' 
needs, and respond with caring, individualised, need-
matching service. 
2 ) 
, .... " .. : ' 
Service Quality IS what makes or breaks most retail 
companies. They tend to offer the same merchandise, but 
they do not offer the same service. In service industries 
characterised increasingly by high technology - like 
financial services - service excellence IS, as it were, an 
"antidote", offering the countervailing "human touch" that 
can create genuine customer relationship. 
Origin & Purpose of this Study 
In Hong Kong, the status of service excellence in 
financial service industries is just in its inception 
stage. The 19905 is the time to fully implement service 
quality in the same ~anner as strategic planning and 
-marketing. Hence, it is now also the moment to review 
. frameworks and models of service quality, and the 
practical experiences of successful applications in some 
institutions to obtain insights into the issues and 
concerns that will be encountered in striving towards 
service excellence. The study will be concluded with a 
perspective for the progress and development of service 
quality in retail banking in Hong Kong. 
3 ) 
4 ) 
Focus and Scope of this Study 
While every department and division within a 
financial institution should have a service excellence 
strategy, the greatest need for today's banks and thrifts 
is in their retail banking function and related 
'departments. Therefore, this project focuses mainly on 
the study of retail banking service quality. 
Moreover, retail banking offers services to 
individuals that almost all people have used and will 
use. Hence, it is much eaSIer to obtain information and 
find respondents for a survey. Besides, retail banking 
also provides numerous financial services, consists of 
different types of , delivery systems, and so its study 
offers a potentially rich field to explore. 
Since Hong Kong banking regulations restrict the 
interest rate, and many other restrictions are imposed to 
prevent price competition of deposit accounts below 
HKD500,OOO among licensed banks (which impacts most 
strongly among retail . customers), the banks can only 
emphasize non-price competition rather than prIce 
competition. 
5 ) 
Inevitably, quality service provides a competitive 
edge to both local and foreign retail banks in Hong Kong. 
Whilst theoretical concepts and practical experIences 
were generated from other countries, the research for this 
study was conducted In Hong Kong to look at the hypotheses 
that have been offered in the context of the Hong Kong 
market. 
6 ) 
: .. .. .. :. 
Plan of the Report 
Based on literature reVIew, an initial discussion IS 
made on the deEinitions and models of service qual~ty. 
Consideration is then given to the importance, costs and 
benefits of service excellence, which IS increasingly 
-becoming a major strategic var-iable. 
The project is followed by field study to identify 
the service determinants, and both management and 
customers' perception of service excellence dimensions. 
The significance of cultural change, internal marketing, 
corporate/staff commitment and reinforcement/evaluation 
methods, as integral elements of service strategies, are 
highlighted. 
In the final section, conclusions v/ill be made on the 
challenges faced by financial institutions in pursuit of 




The design of this study consisted of four parts, 
namely :-
a) Literature review 
b) Focus group interviews with customers 
c) In-depth interviews with bank personnel 
d) A comparison of research findings with 
propositions In the literature 
7 ) 
The research IS exploratory in nature, based on the 
interpretation of qualitative data generated through a 
number of in-depth executive interviews and consumer focus 
groups in which we seek to explore the consumer lexicon, 
gather together relevant areas of concern, and suggest 
directions for future study and research. 
:- .. .. : .. 
Limitations of the Study 
The research was ~xploratory and qualitative in 
nature, and included, as noted, focus group interviews 
with consumers and in-depth interviews with bank 
personnel. 
8 ) 
Follow-up quantitative research would be required to 
test hypotheses and provide data on size and nature of the 
market (e.g. segments), needs, wants, etc. 
Furthermore, since the concept of serVIce quality is 
"humanistic" in nature, it is expecially valid to begin 
the study by exploring qualitative aspects. Such 
qualitative aspects (involving "touch", "feel", 
"tonality", "timbre", etc) insightfully defined, are of 
great importance in achieving successful research 




The study began with a literature review as a frame 
of reference, generating concepts on the significance and 
development of service quality strategies in the financial 
services in the 1990s. The review covered textbooks and 
research reports which provided explanations of concepts 
~nd practices on service quality and strategic marketing 
issues. 
A further search was then made in periodicals, mainly 
Journal of Marketing, American Banker, Bank Marketing and 
Harvard Business Review. Those articles cover topics of 
current marketing issues, development and execution of 
service quality strategies and programs of service firms/ 
banks. 
The ideas and concepts put forward in this literature 
will be reviewed and discussed in Chapter Ill. 
Focus Grouo Interviews with Consumers 
+ 
Focus group interviews were employed because the 
group setting enables respondents to interact with each 
other, an important plus at the stage oE exploration, 
generating creative thought and promoting spontaneity. 
Hence a wider range of issues can be examined and 
discussed in greater detail. 
The objectives of the focus group phase were 
a) To identify consumers' evaluation criteria in 
determining choice of banks; 
10) 
b) To determine the need for service quality with special 
regard to consumers' choice of banks; 
c) To find the determinants that consumers use in 
evaluating service quality of a bank and their relative 
importance in affecting their choice of banks and 
switching to new banks; 
d) To identify the impact of recent market changes on 
consumers' perceptions of banks; and 
e) To determine if customer segments are satisEied with 
the products and level of service that they receive. 
11 ) 
Sampling 
Respondents were screened to ensure that they are 
current bank users and roughly paralleled the demographic 
segments of the current customer base oE retail banking. 
To maint3in homogenity and assist in the testing out of 
the dive~sity oE different segment's viewpoints on service 
~uality, participants were assigned in groups according to 






















































Thus, we sought a diversity across groups to 
ascertain the viewpoints of a broad cross-section of 
consumers. 
12) 
..... .. ... 
Four focus groups each of 8-10 persons were conducted 
in early February 1991 with the assistance oE two 
modecators. A total of 38 persons were interviewed by the 
moderators, with the author being an observer at each 
group. 
Open-ended questions (see Appendix A) with an 
unstructured interviewing technique were used. The tapes 
were transcribed, and patterns were sought out on what 
customers really care about - the issues that can make the 
greatest impact on service quality improvement. 
13) 
.... .. .  :
In-depth Interviews with Bank Personnel 
The second stage of this research involved the 
collection of opinions and perceptions from in-depth 
interviews with bank personnel, with particular emphasis 
on :-
a) How does service quality philosophy permeate different 
banks from top management through to branches and 
customer service staff; 
b) Examining banks' attitudes towards the need for service 
quality and their perceptions of the effects of 
organisational culture on the delivery of quality 
service; 
c) Identify if there is a gap between executives' 
perceptions and customers' expectations; 
d) Determining the nature and extent of service quality 
programmes and strategies, and factors contributing to 
the successful development, implementation and 
evaluation of such programmes and strategies. 
14) 
..... .. .... 
Sampling 
Although there aLe oveL 100 licensed banks in Hong 
Kong, the total universe to be studied is small. The 
retail banking industry is dominanted by a few leading 
banks which account for the lion's share of the business. 
In choosing the banks for interviews, we sought those 
that were leaders in Hong Kong, famous for quality service 
or notorious for poor service. It was possible to conduct 
interviews with six leading banks in Hong Kong : namely 
the Hong Kong Bank, Standard Chartered Bank, Hang Seng 
Bank, Citibank, Chase Manhattan Bank and Nanyang 
Commercial Bank (PRC Group). 
15) 
The resoondents were not confined to senior 
~ 
executives only, but also included managers from 
marketing, customer relations, back-office operations and 
support departments. The reasons are twofold :-
a) Since different levels of staff of every department 
should also be involved in the service quality mission, 
each of the above departments could have an impact on 
service quality. 
b) Moreover, senior executives of some leading banks 
refused to be interviewed, whereas the middle 
management level was more easily approachable. 
A total of eight interviews were conducted with bank 
personnel of the above six retail banks during the month 
of January, 1991. As the investigation was quite 
intensive and some of the issues discussed are quite 
sensitive, many of our respondents requested anonymity in 
this study. The eight respondents were .mainly introduced 
or referred by people in my peer group and interviews were 
held at their respective offices. An unstructured 
questioning technique on a free-discussion basis with the 
questionnaire (Appendix B) was used to probe as much as 
possible. 
CHAPTER III 
SIGNIF[CANCE OF SERVICE QUALITY IN THE 19905 
A LITERATURE REVIEW 
Definition and Models of Service Quality ~ ~ 
16) 
"Service quality is a measure of how well the service 
level delivered matches customer expectations. Delivering 
quality service means conforming to customer expectations 
on a consistent basis" (1). 
In line with this thinking, Gronroos (1982) developed 
a model (Fig.l) in which he contended that consumers 
compare the service they expect with perceptions of the 
servlce they receive in evaluating service quality. 
(1) Lewis, Robert C. and Bernard H. Booms (1983), "The 
r-1arketing Aspects of Service Quality," in Emerging 
Perspectives on Services Marketing, L. Berry, G. 
Shostack, and G. Upah, eds, Chicago: American 
Marketing, 99-107. 
17 ) 
,'- .. ... 
Figure 1. The Service Quality Model 
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Source: Gronroos, Christian, "A Service Quality Model 
and Its Marketing Implications", European 
Journal of Marketing, (1984) 18:36-42 
, ... .. .. :
Gronroos suggested three dimensions of service 
quality :-
18 ) 
- The techn ica 1 qua 1 i ty, i. e. "~'JHAT" 1 S rece i ved by the 
customer. This refers to the tangible elements, e -.g. 
product variety, branch layout, technology ... etc. which 
can be measured in a rather objective manner. 
- The functional quality of the process itself, i.e. "HOW" 
the service is provided. This is concerned with the 
psychological interaction between the buyer and seller 
and is perceived in a very subjective way. This includes 
the attitudes and behaviour of service personnel and 
interrelationships between customers and the service 
personnel. 
The corporate image dimension of quality which 1S the 
result of how consumers perceive the bank, and can be 
expected to be built up mainly by the technical and 
functional quality of its services, and will ultimately 
affect service perceptions. 
Although the three quality dimensions are 
interrelated, and an acceptable technical quality 1S a 
prerequisite for a successful functional quality, the 
functional quality is more important to the perceived 
service than technical quality. 
This is especially important to financial 
institutions, where mere technical quality is very 
19) 
similar among competing institutions, and is difficult to 
differentiate. Banks often look the same to customers -
the prices, the product line, the ads, the branch premise 
- but customers do not "feel" the same. Service excellence 
is one of the marketing strategies that breaks away from 
the traditional marketing mix of product, price, place 
and promotion. 
Essentially, these and other definitions revolve 
around the fact that perceived quality is a consumer 
judgement (a form of attitude), and results from 
comparisions by consumers of expectations of service with 
their perceptions of actual service performance. 
20) 
" .. .. .' 
Another service quality model (Fig. 2), as suggested 
by Parasuraman, Zeithaml and Berry found that consumer 
perceptions of quality are influenced by four gaps which 
lead to service quality shortfalls :- (2) 
Gap 1. Management's perception~ of customers' 
expectations are different from actual customer desires 
(both internal and external customers). This can be ~ 
overcome by appropriate customer and employee research. 
Gap 2. Actual service quality specifications are 
different from management's perceptions of customer 
expectations. 
Gap 3. The service that is delivered is different 
from management's specifications for service quality, due 
to variations in performance of service personnel. This 
gap can be narrowed by enlightened personnel policies. 
21) 
Gap 4. What is said about the service in external 
communications is different from the service that is 
delivered. Because external communications (i.e. 
advertising and promotion) can affect consumers' 
expectations and perceptions of the delivered service, it 
is important not to promise more than can be so as not to 
increase expectations unnecessarily and decrease 
perceptions of quality. 
These four gaps lead to a fifth gap : that between 
customers' desires and expectations and their perceptions 
of the service that is actually received. The quality 
perceived in a service is a function of the gap between 
expected and perceived actual service. 
(2) Parasuraman, Zeithaml, & Leonard L. Berry, "A 
Conceptual Model of Service Quality and its 
Implications for Future Research", Journal of 
Marketing, (Fall 1985), 49:41-50. 
22) 
FIGURE 2 : SERVICE QUALITY MODEL 
... ... ... ~ 
CONSUMER 
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Source: A. Parasuraman, Valarie A. Zeithaml, and Leonard 
L. Berry, "A Conceptual Model of Service Quality 
and its Implications for Future Research", 
Journal of Marketing, Volume 49, Fall 1985, p. 
41-50. 
23) 
Emerging Significance of Service Quality in the Changing 
Enviroment 
The need for service quality ar1ses from recent 
envioronmental trends such as changing consumer awareness 
and expectations, technological developments, and 
sophistication, and competitive elements. 
Increasing customers' expectations relates to 
elements of the marketing mix which may be extended 1n the 
services sector to include physical environment (location 
convenience), efficient and effective service systems and 
process, and service personnel. In order to differentiate 
themselves, many banks have introduced new products, but 
in doing so have found that new products are easily copied 
and often do not provide the sustainable long-term 
competitive advantage necessary to increase profitability 
or market share. On the other hand, some bank have used 
pricing to attract market share. Clearly, unless 
sufficient economies of scale are achieved to support this 
24) 
approach, this is a risky alternative that will not 
necessarily improve profitability. Likewise, convenient 
branch locations are a key mechanism by which to compete, 
but "brick and mortar" 1S costly. Advancing technology can 
make a major contribution in the delivery of quality 
service. However, technological developments such as 
electronic banking make banks more impersonal, and less 
personal contact may well mean less customer loyalty. 
Leadership in technology was not such an important quality 
that customers wanted in the insurance and financial 
service field. Technology is frequently the primary 
vehicle for delivering a service - but it is rather a 
means to an end, the end being a satisfied customer. It 
must be sure to make technology the servant and not the 
master. As a result of the limitations of these strategies 
and following the lead set by other industries, some 
financial institutions are turning to service quality as a 
strategy with which to carve out a competitive niche. 
25) 
Costs and Benefits of Service Quality 
.. Doing things right the first time adds nothing to 
the cost of your product or service • Doing things 
wrong is what costs money. Quality is free. It's 
not a gift, but is free. What costs money are the 
unquality things - all the actions that involve not 
doing jobs right the first time. Quality is -not 
only free, it is an honest-to-everything profit 
ma k er." (3) 
Although many banks concern and appreciate th~ issue 
of service quality, they are not sure that investments in 
service quality will payoff on the bottom line. Banking 
executives, like executives in other industries, are 
evaluated on the basis of short-term earnings performance. 
They consider that service quality is "uneconomic", beyond 
a certain point, the costs of providing consistently high-
quality service outweigh the benefits of doing so. Many 
bank managers act as if producing strong financial 
performance and providing exceptional service quality 
involves an either/or decision. In light of the emphasis 
many banks are placing on expense control, that attitude 
is understandable. But it neglects the hard-dollar returns 
that a reputation for service superiority can create. 
(3) Crosby, Philip B., QUALITY IS FREE, McGraw-Hill, New 
York. 
26) 
· " ~ The costs of poor service quality are higher than one 
might think. It leads to loss of market share due to 
negative word-of-month communications. Hence, the need for 
higher marketing costs and lower pricing to achieve growth 
targets. Every mistake adds cost to the service delivery 
system : computer time to fix account errors, more 
telephone lines to deal with customer problems, a full-
time staff to field customer complaints, automated ~teller 
machine foul-ups or downtime that cause some customers to 
lose confidence in ATMs and revert to using human tellers. 
This is why a "do it right the first time" mind-set 
IS so important in building a service-minded culture. A 
98% accuracy rate may sound good in theory, but in a large 
financial institution it can mean hundreds of problems to 
fix tomorrow. Without question, sloppiness steals from the 
bottom line. 
High employee turnover clearly can lead to poor 
service. We believe, however, that the reverse is also 
true : Poor service fosters higher turnover. In other 
words, conditions such as poor internal support services, 
ill-conceived operating policies that frustrate customers, 
and overly long teller lines from too much emphasis on 
cost-cutting all contribute to both customer and employee 
dissatisfaction, and may cause good employees to quit. 
27) 
On the other hand, the benefits that accrue to banks 
offering quality services are the following :-
- Stronger customer loyalty, more repeat business 
- Attraction of new customers (from word-of-mouth 
communication) 
Higher market share 
Improved employee morale 
- Lower staff turnover 
- Fewer mistakes and complaints 
- Insulation from price competition 
- Lower advertising and promotion costs 
- Lower operating costs 
- Increased productivity 
- Improved financial performance 
Improved profitability 
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CHAPTER IV 
FINDINGS FROM THE FOCUS GROUPS WITH CONSUMERS 
1) Attitudes Towards Retail Banking Servic~s 
Awareness of retail bank services is high 
nowadays. Visits to banks have become a routine, a 
ritual part of our lives. Some housewives claimed they 
cannot live without it or they do not have much else to 
do. It is their pastime. Service is perceived to have 
improved a lot compared to 10 years ago : 
- More courteous service 
- More efficient banking staff 
- Better attitude on the part of staff 
- Simpler banking transaction procedures 
33) 
: .. ... 
2) Bank Usage Behaviour 
Savings accounts are still popular with all people 
In Hong Kong, and form the crux of lifetime banking 
service for them. All respondents use more than one 
bank, for the following reasons :-
Serves functional needs : i.e. savIngs and current 
accounts in one bank; shopping for a bank which 
offers a preferential mortgage rate or is stipulated 
by a developer; better foreign exchange rates for 
foreign currency deposits; convenience for telephone 
banking; longest repayment period and/or higher 
credit limits for a credit card, safety box (for 
housewives). 
- A concern is that use of only one bank might lead to 
problems if something goes wrong with that bank, e.g. 
if the ATM system of a bank is down, one can still 
withdraw money from an ATM at another bank. 
- Another reason is to diversify so as to minimize the 
loss suffered in case of a bank-run or other disaster 
at one particular bank. 
34) 
Contacts with banks are primarily with the counter 
staff (i.e. tellers), with only a few respondents 
(female white-collar workers and professionals) having 
had experiences with telephone banking. Respondents 
seldom make general banking enquiries over the ~hone 
except about checking or credit card balances or 
transactions. 
Most of the respondents in our groups had their 
daily transactions handled by Hong Kong Bank for its 
large network and convenience. In fact, Hong Kong Bank 
is the largest bank in Hong Kong. Professionals tend to 
use personal banking (e.g. investment advice) more than 
other segments. 
3) How They Choose Banks 
Convenience, good customer service and competitive 
pricing on, say, certain services are the foremost 
requirements expected by customers. However, they are 
willing to pay more for higher quality of service 
provided. Customers' perception of service quality is 
based on the knowledge about banks, their own 
experience, bank's image and through word-of-mouth and 
advertising. 
35) 
Although customers bank with different banks for 
various bank products and services, it would seem 
illogical why they do not simply prioritise product 
benefits and varieties as key attributes for their 
choice of banks. It was concluded that the competition 
of product benefits and varieties has been so serious 
for the past few years that it has reached a certain 
level of saturation. Customers now perceive proa~cts 
developed by different banks are similar ("me-too" 
products), but the way serVIces are delivered can be 
highly differentiated to provide an edge. Hence, 
sophisticated products should continue to be created 
but most important is to distinguish themselves by the 
way services are delivered. 
4) Likelihood of Switching Banks 
Generally the "pull" factor from other banks would 
be of greater importance than the "push" factor from 
their own bank as a reason for switching. Unless they 
encounter very unhappy experiences with their current 
banks, they seldom switch banks because they feel there 
is no harm in maintaining multiple accounts at various 
banks. 
36) 
A change of office or residence would be seen to 
motivate bank switching. Also access to a better ATM 
network can motivate either a change, or the addition 
of another bank. 
A bank with more branches, which helps to ensure 
shorter lines and fewer people, would be seen to lure 
them to switch banks. 
The higher-class image of U.S. Banks would be 
perceived to prompt some aspiring blue-collar workers 
to switch (notably credit cards). 
5) Key Determinants for Evaluating Service Quality 
All respondents agreed that service quality has a 
definite impact on customers' choice of banks. They 
have certain criteria or a set of determinants as 
defined in Appendix C to evaluate service quality. 
Criteria for evaluating service quality are similar to 
evaluative attributes for a product. Although the 
evaluating mechanism may not be easily defined, it is 
apparant that the importance of different dimensions 
varies with customer segments in relation to different 
banking needs. 
As the focus groups were based on customer 
segments with · different demographic variables, the 
findings are summarised on the following page. 
37) 
· 38) 
SUMMARY HIGHLIGHT ON THE DIVERSITY IN CUSTOMERS' 
PREFERENCE FOR SERVICE QUALITY DETERMINANTS AGAINST 





PF SERVICE BANKING 
pUALITY NEEDS & INCOME 
tDETERMINANTS FREQUENCY AGE OCCUPATION LEVEL 







ACCURACY * * * * 
EFFICIENCY * 25-40 * * 
STAFF MANNER INVESTMENT/ OVER 40 PROFESS- OVER 
CREDIT IONALS/ $15,000 
SPECIALTY EXECUTIVES, 
NEEDS HOUSEWIVES 
PRODUCT INVESTMENT/ * PROFESS- * 
BENEFITS/ CREDIT IONALS/ 
VARIETY SPECIALTY EXECUTIVES, 
NEEDS HOUSEWIVES 




BANK ENVIRONMENT INVESTMENT/ * PROFESS- OVER 




I PERSONALISED INVESTMENT/ OVER 40 PROFESS- OVER SERVICE CREDIT IONALS/ $15,000 
I 
' SPECIALTY I , EXECUTIVES, I NEEDS I I HOUSEWIVESI 
* No clear demographic segmentation for this determinant 
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Customers' preference on serVIce quality 
determinants "differs according to their banking needs 
and behaviour. Mass market customers with savings or 
current accounts visit branches frequently for deposits 
and withdrawals transactions. Hence, their emphasis on 
convenience, accuracy and efficiency is obvious. On the 
other hand, higher profile customers such as 
professionals and executives with more sophisti6~ted 
investment or credit needs, e.g. high yield deposits, 
unit trust funds, mortgages ••••• etc. consider the 
importance of staff manner, personalised service, bank 
environment, product benefits/variety and security as 
well. 
6) Implications 
The findings above suggest that customers' 
preferences for different service quality determinants 
vary with different customer segments and heterogeneous 
banking needs. Over 70% of the population still 
consider savings and current accounts as their most 
important banking needs*. Hence, for banks 
*Source : Marketing Decision Research (MDR) Co. 
Marketing Research 1990 
which target the mass "market should still put their 
emphasis on improving the service quality of these 
traditional banking services, since most people get 
involved with other banking facilities through them. 
40) 
Although accuracy seems to be the most important 
one according to the relative importance value, it does 
not seem to be an important "lever" in marketing , "c .-
strategy formulation. During the interviews, respondents 
noted that it is quite a stable factor among the banks, 
since almost all the banks provide their services with 
high accuracy. Therefore, it is not an important 
variable to attract customers. On the other hand, 
discrepancies between expected and perceived performance 
in respect of functional qualities such as convenience, 
efficiency, staff manners, bank environment ••• etc. 
provide a niche for retail banks to differentiate among 
competitors through improved quality service. 
41) 
Simi1ari1y, technical qualities, e.g. product~, 
with their benefits and varieties as provided by 
different banks are perceived by customers as quite 
homogeneous, resulting from the recent rush of banks in 
developing new products and services during the past 
few years. To customers, "products" (for example, a new 
savings plan) do "look" alike in the promotional 
material (they are, after all, intangibles), but'- they 
don't feel alike because there are different levels of 
service quality offered by different bank. 
Moreover, staff manner - the style with which they 
provide services - seems to be the most variable 
factor. Its importance depends on age, banking needs, 
income level and occupation. It suggests a great 
advantage for the bank providing good performance In 
staff manner to segment the market. If a bank provides 
and will provide the services with good staff manner, 
the demographic characteristics mentioned above may be 
helpful in segmentation. 
Chapter V 
FINDINGS FROM THE IN-DEPTH INTERVIEWS WITH BANK PERSONNEL 
Information collected from this work is shown p ~in 
Appendix D • Consistent opinions emerged from the 
interviews on the need and importance of service quality 
in this era of fierce competition among banks. However, 
the degree of understanding of and level of expectation 
fo~ service quality among various bank personnel differs 
according to the nature and extent of involvement in 
service quality programmes of their respective banks. 
Nearly all were involved in improving service but only 
three of them, namely Hong Kong Bank, Standard Chartered 
Bank and Citibank had formal service quality programmes 
being developed. Many viewed service quality as 
emcompassing only customer-related issues and several 
described it as part of an overall drive for quality 
throughout their organisation. 
43 ) 
Common perceptions were also shared by the management 
of various banks on customers' expectation of key 
determinants for quality service. They believe that 
convenience, efficiency, accuracy, security, product 
variety and benefits, staff manners, personalised service 
and bank environment are major criteria for evaluating 
service quality. But they admit that discrepancy exists 
between the management perception and the actual consumer 
expectation, the extent of which will lead to the level of 
satisfaction and dissatisfaction of consumers. 
Different customer segments demand different banking 
needs and behaviour, which will affect their priorities of 
the various determinants for service quality. Mass market 
segments usually have single but frequent transactions on 
their savings and current accouts. They will rank 
convenience, efficiency and staff manners as most 
important determinants. Alternatively, high income 
segments with more sophisticated financial and investment 
needs prefer more personalised and professional service, 
more knowledgable and courteous staff, comfortable bank 
environment and security. 
44 ) 
Therefore, the six banks in general monitor their 
level of service quality from customers' perception 
through continuous consumer surveys, the number of 
complaints received and market share index. Their 
programmes and strategies had been designed primarily by 
consultants, for the specific requirements of the 
organisation. 
Although there appears to be great similarities among 
the banks on the concept and need for service quality, 
great diversities exist in the way "Service Quality" 
philosophy is being ingrained into the culture of 
different organisations. The decision to develop and 
- implement a program has been preceded by several years of 
initial ideas and discussions, with banks now at various 
stages of development and implementation. The six banks 
are in their various stages of maturity as defined in 
Crosby's 'Quality Management Maturity Grid' (4). 
These stages are . . 
Stage I • Uncertainty 
Stage 11. Awakening 
Stage Ill. Enlightenment 
Stage IV. Wi$dom 
Stage V. Certainty 
(4) Crosby, Philip B. 'Quality is Free' P. 37 - 39 
45) 
The Nanyang Commercial Bank is just at the 
"Uncertainty" stage, whilst Hong Kong Bank, Heng Seng 
Bank and Chase Manhattan Bank are still at the "Awakening" 
stage. Standard Chartered Bank is aggressively pursuing 
its service quality strategy, which places at the 
"Enlightenment" stage and heading towards the "Wisdom" 
stage. CitiBank has already attained its stage of 
"Certainty". 
In several banks, the appointment of new personnel at 
management level, with specific expertise and experience 
in this area, acts as a driving force behind the programme 
development. Some banks had no specific department or 
personnel responsible for this area, whilst some will 
assign personnel with dual responsibility, often between a 
particular function and general management function. 
Perhaps the most important element in offering good 
(quality) customer service was seen to be the personal 
qualities of staff who service the customers. 
Consequently, the major component of most of the customer 
care programmes was staff training, and activities 
concerned with staff attitudes and behaviour. However, a 
46 ) 
number of companies had "total quality programmes"and were 
also investing r~sources to improve technology, branch 
design, systems and procedures -- in some cases attributed 
as an element of the "customer care" programme rather than 
as an aspect of the overall operation of the business. 
Changes in internal culture were perceived to be most 
crucial by the banks : to move away from the existing 
"traditional", "autocratic", "hierarchical" and 
"paternalistic" culture. A more open management style and 
the fostering of a culture where all worked together with 
shared goals and values, and with individual authority, 
was stressed as a vital element of the change process. 
The organisations described the contents of their 
programmes for both management and staff, methods of 
implementation, and the need for reinforcement activities 
to maintain the momentum. They also discussed the 
implications of the programmes for staff recruitment and 
care, staff appraisal schemes which accommodate customer 
service issues, and staff recognition and reward systems. 
Further, they highlighted the customer and staff research 
they were embarking on to evaluate programme success. 
47) 
...... .. .. : 
CHAPTER VI 
IMPLEMENTATION OF SERVICE QUALITY STRATEGIES ' 
No matter how well the development and planning of 
~ny strategies are performed, many of them often f~il at 
the time of implementation, which depends much on the way 
it is being executed. After reviewing the above findings, 
we will try to figure out the integral elements required 
for its successful implementation. 
Change of Organisational Culture 
A major change in culture is always a prerequisite to 
achieving the required standards of quality service, and 
the success of cultural change depends much on leadership 
and communication within the organization. 
The principal tool of leaders is communication. 
Discover a bank branch with outstanding service quality 
and what you will find is one or more branch leaders 
coaching, praising, and acting as models of -service 
48 ) 
excellence in that branch. What you will find in the 
branch are champions of quality - leaders who communicate 
face-to-face rather than by memo; who communicate by 
example, by deeds, not just by words; who inspire rather 
than command. 
Better communications can be inspired by feedback 
from "internal customers" that is, people in our ,own 
organization whom we "serve" with information etc. This 
involved bringing together all levels of staff and 
management for conferences and workshops. 
Quality Circles (teams) are composed of a group of 
six to eight volunteer members, in branches and 
departments, who discuss service issues and suggest action 
plans for future activities. Training courses for team 
leaders are usually included as part of the overall 
programme, and some teams are rewarded for suggestions and 
activities, with others preferring to secure commitment by 
ensuring a high level of recognition. The effectiveness 
of the communication and control system, together with 
management commitment in terms of making time and 
resources available, were considered vital to the 
efficiency of these teams. An additional function for 
49) 
teams, among the banks, was as facilitators for training 
activities : specific training courses for team leaders 
would enable learning activities to be undertaken at the 
branch. 
50) 
Full Commitment from Both Management and Staff 
Management Programmes 
Visible management vision and commitment are required 
in cascading the service quality strategy, designing 
-activities inspiring staff to achieve objectives arid 
recognising staff achievement. Normally, change in 
managements' attitudes and behaviour with emphasis on 
"people skills" and "leadership skills" will be involved. 
It is believed that "if you care for your staff they will 
care for the customers" and attention is drawn to staff 
care. 
Staff Programmes 
The prime objective is to increase staff commitment 
to the organisation and the programme. The way in which 
staff deals with customers is the major element in 
customers' perceptions of differentiation in service 
quality. Therefore, staff's attitudes and behaviour are 
crucial in determining the success or failure of the 
programme and it is considered necessary to ,create an 
51 ) 
environment where all staff work towards shared and common 
goals, i.e. commitment to the organisation and the 
improvement of service quality. 
In addition to training programmes on product ' 
knowledge, communication & servicing skills which are 
essential for improving service quality delivered, 
programmes should aim at making staff feel that they are 
important members of the organization, and they should be 
told that their ideas and opinions are valuedo It should 
be emphasized that the individual at the customer 
interface "is the organization to the customer" and that 
serving the customer is the most important function of all 
organizational personnel. 
52) 
"Internal Customer" Philosophy 
One of the most radical elements is the inclusion of 
indirect customer contact staff in training events - and 
programmes designed to improve customer service. This is 
considered to be necessary for three main reasons : 
(1) If staff at the customer interface do not feel that 
they are receiving good service from their colleagues, 
they will be unwilling or unable to provide high 
standards themselves. Often customer contact staff 
will be blamed by customers when it is not their 
fault, and this causes resentment. 
(2) To establish an organisational culture or climate 
where all members are working towards common goals, 
and thus dispel a feeling of "them and us". 
(3) To create an "understanding of other peoples' work", 
i.e. of the various roles and functions throughout the 
company, and consequently more concern for how anyone 
individual or functional activity would affect others. 
53) 
Obviously, an organisational ethos of "working 
together" has to be encouraged by improving relationships 
between departments and branches, and ultimately between 
all "colleagues". It is stressed that, through improving 
internal relationships and increased staff commitment, 
relationships between the organisation and the final 
customer will be improved. 
It is based on this internal customer concept that 
everybody should be prepared to "go out of their way" to 
be helpful to the customer. 
54) 
...... ~ .. : 
Reinforcement and Evaluation 
Any changes in staff attitude and behaviour will be 
of a short-term nature without continuous reinforcement 
and enhancement. A decline in enthusiasm and standards 
will be followed after an initial peak. Improvements in 
customer service must be ingrained into the culture of the 
organisation and becoming an attitude of mind and 
normative behaviour. 
Evaluation Methods 
No reinforcement and enhancement can be effective 
without the introduction of systematic evaluation 
methods. Multiple methods can be selected to compensate 
for the limitation of anyone approach :-
- Setting of service standards as a yardstick to 
which everybody must aspire 
- Customer expectations and perceptions surveys 
- Complaint solicitation and analysis 
- Reasons for account closures and new accounts 
opening 
55) 
These serve to provide feedback on changes in staff 
attitudes and behaviour and changes in other elements of 
service as perceived by customers. Employees' research, 
post-course evaluation forms, service quality circles are 
also important feedbacks on staff reactions to , and 
opinions of, the service quality programmes and changes in 
staff's attitudes following the cultural change. 
Reinforcement Approaches 
Additional training to develop and refresh staff's 
skill in communication and interpersonal relationship, 
with staff appraisal system in line with the emphasis on 
customer service areas. 
Recognition of staff achievement is a major 
reinforcing element and essential motivating factor. 
Special awards and incentives will be awarded to selected 
winners for recognition of their quality service. 
56 ) 
: .. ... .... 
CHAPTER VII 
CONCLUSI~ONS 
Service quality is , an attitude, a mind set and a 
commitment. Service quality is more than responding to 
customers' needs. It is the whole philosophy of treating 
people well, looking after both internal and external 
customers. Service quality is all~embracing; it is an 
attitude of mind and a way of approaching business. It 
provides what customers want before they ask for it. 
The pursuit of service quality is a never-ending 
journey; it is not just a "programme". Major formulas and 
"quick fixes" do not exist for improving service quality. 
Quality is a function of culture, and culture is dynamic, 
not static. 
57) 
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This study sought to explore the dynamics of service 
quality first through looking at retail customers. 
Findings from the customers' focus groups indicated that 
customers are able to identify a common set of 
determinants for service quality. However, the priority of 
different dimensions varies with different customer 
segments involving diverse demographic backgrounds and 
-banking needs. It also revealed that differentiation in 
functional qualities e.g. convenience, staff manners and 
bank environment etco, is more effective than technical 
qualities in building an edge among competitors. 
Interviews with bank personnel suggested that they 
generally anticipated the importance of service quality as 
a niche to differentiate themselves from others. 
Customers' degree of preference on convenience, 
efficiency, accuracy, security, staff members, etc. 
together with demographics provide the basis for their 
market segmentation. 
..... ... ... 
Amongst the functional qualities, banks considered 
"staff manner" as the most variable factor, allowing 
greatest flexibility and opportunities for improvement. 
Therefore, most banks concentrate in staff training and 
activities concerned with staff attitude and behaviour. 
58 ) 
Although financial service executives admit the need 
' for high quality service, they often view the obstacles in 
attaining it - too many employees to reach, too many 
transactions every day, too many opportunities for 
something to go wrong. Just defining service quality is 
more common than action among financial institutions, and 
that it is why so few financial institutions today have 
formal, continuing improvement efforts. 
Consequently, diversities exist among banks in their 
interpretion and adoption of the "service quality" 
philosophy. Banks are now in different stages of maturity 
- "Uncertainty", "Awakening", "Enlightenment", "Wisdom", 
and "Certainty"; as defined in the "Quality Management 
Maturity Grid". They differ in terms of level of 
organisational involvement, top management attitude, 
"internal customer" concept, quality services status and 
59) 
posture within the organisation etc. Despite the fact that 
majori ty of the" banks in Hong Kong are still in their 
"Uncertainty" and "Awakening" stages, it is believed that 
the attainment of the "Certainty" stage is foreseeable 
provided that "service quality" forms the core of -their 
business strategies. 
Now faced with the challenges in the 1990s, it is 
senior management's decision to determine the degree to 
which their banks want to differentiate themselves on 
service quality, either in a pre-emptive, pro-active, 
reactive, or status quo manner. Their commitment in 
resources required to reach the extent and scope of 
differentiation through service s"trategies creates the 
drive for its success, and the way service strategies are 
executed should be integrated with the banks' overall 
business strategies. 
- END -
Appendi x A 
OUTLINE-GUIDE FOR THE FOCUS GROUPS 
1. What kinds of retail banking services are you using? 
2. What are your opinions about service quality in retail 
banking? 
3. Do you consider service quality important in choosing 
a bank? 
4. What are the determinants in evaluating the service 
quality of a bank? Which one is the most/least 
important in effecting your choice of banks? ? ~ 
5. What are the best/worst experience(s) for your 
satisfaction/dissatisfaction with your current bank? 
6. Would you consider switching/changing your current 
banker? Why? 
7. Can you describe your ideal bank? 
8. What is the role of price in service quality? 
9. How do you choose a bank? Whom would you ask or refer 
to if you are looking for a banker? 
..... .. ... 
Append ix B 
OUTLINE-GUIDE FOR THE IN-DEPTH INTERVIEWS 
WITH BANK PERSONNEL 
1. Do you consider service quality is important to the 
banking industry and customers? Why? 
2G What are the factors attracting customers to your 
bank? Are these factors relating to service quality? 
3. What are the key determinants of service quality in 
retail banking and give ratings in order of 
importance? How is your bank's strength/weakness in 
meeting these key determinants? 
4. What are the main problems in providing high quality 
service in retail banking? 
5. Do you think your bank is providing high level of 
service? Is there any area"(s) for improvement and what 
problems will you envisage? 
6. Who or which departments in your bank are responsible 
in maintaining/improving the service quality? 
7. Are there any specific programmes/strategies ever 
developed in your bank to improve/maintain the 
standard of service? 
8. Do you have any evaluation standards for measuring 
service performance/quality? 
9. Have you conducted any customer satisfaction survey on 
customers' perception of service quality of your bank? 
10. What are the crucial elements in developing and 
implementing the service quality strategies in a bank? 
11. How to establish the long-term commitment of both the 
bank and the staff in pursuing the service strategies? 
Appendix C 
DETERMINANTS OF SERVICE QUALITY GENERATED 
FROM THE FOCUS GROUPS 
1. CONVENIENCE : - wide branch network, access everywhere 
- near home and working place 
- automated teller machine network and 
location 
- withdraw any time 
2. EFFICIENCY: - short waiting time 





















- simple procedure 
- work fast 
- appear neat and tidy 
- courteous, friendly 
- kind, warm and responsive 
- patient in handling difficult customers 
- address recognised customers by name 
- initiative and helpful 
- safe, little bankruptcy possibility 
- good reputation 
- large in size with international base 
- well known 
- long history 
- credit facility easy to access 
send monthly statement 
- better interest rate 
diversification in services 
provide sufficient services in one bank 
- provide pleasant and comfortable 
environment 
- customers feel privacy 
- have clear directory 
- provide suitable air conditioning and 
lighting 
- comfortable waiting area 
- provide information counter 
: - correct record of transaction 
9. PERSONALISED: - competent, provide professional advice 
SERVICE and analysis 
- sound product knowledge 
- relationship banking, emphatic 
Appendix D(i) 
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SUMMARY OF INFORMATION OBTAINED FROM IN-DEPTH INTERVIEWS 
Hong Kong Bank 
Target market: Mass market, serving over 2 million -
account base. 
Strength: ' Convenience with its extensive branch and ATM 
network, security, advanced technology, e.g. 
passbook update machines, balance enquiry, etc. 
facilitating efficiency. 
Weakness: Neglect the importance of 'people' element, 
lack of quality staff to provide professional 
and friendly customer service; emphasis is put 
on improving 'people' element. 
Quality Service Programmes:-
In early 1990, the Customer Services Department (CSD) 
was set up in Retail Banking with prime responsibilities 
and tasks as follows :-
a) Centralise back office operations, simplifying systems 
end procedures to enhance efficiency. 
Appendix D(ii) 
b) Set broad guidelines on service standards/sales 
targets for performance evaluation/recognition. 
c) Recruitment, training of frontline 'Customer Service 
Officers' with direct reports to CSD manager 
d) Centralise the handling of customer complaints. 
e) Implement the 'Excellence in Performance' 
- Set up Quality Circles and Work Improvement Team 
.. : ":- .. 
comprising members from different branches and 
departments, who discuss service issues and suggest 
action plans for improvement. 
- Incentive schemes to recognise and award staff with 
quality service performance 
Problems:-
1) Changes just limited to Retail Banking customer 
contact staff without overall corporate change among 
other divisions. 
2) Implementation is limited to ad-hoc programmes but 
lack of long-term commitment and pursuance of a real 
"cultural change" throughout the organisation 
3) Too big an organization, deep-rooted operation-
oriented philosophy with inflexible mentality. 
Communication barriers among different levels will be 
a major hurdle. 
Appendix D(iii) 
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4) Unless there is a change in culture of which service 
quality becomes an attitude of mind and normative 
behaviour, a decline in enthusiasm and standards 
following an initial peak will occur. 
Appendix D(iv) 
Hang Seng Bank 
Target market: Mass market appeal 
Strength: 
a) Inherit Chinese traditional characteristics of being 
humble and courteous, so 'service-oriented' culture 
still prevails throughout the Bank. 
b) Sales and service culture are intermingled, always 
emphasis on customer service but play it in low 
profile. 
c) Provide convenience through joint ATM networks and MTR 
mini-banks. 
d) Appeal to mass-market by low pricing and staff 
friendliness, but not appeal to higher profile and 
affluent group. 
e) Maintain customer loyalty by "relationship" banking. 
Weakness: 
1) Lack of conscious reinforcement of service standards; 
gradual deterioration of service quality. 
2) Never develops any specific service programme nor any 
department responsible for service improvement, lack 
of formal training and development on staff knowledge 
and professional skills. 
Appendix D(v) 
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Standard Chartered Bank 
Target market: Mass market, with continuous development 
of more sophisticated services to selected 
market segments. 
Strength: 
1) Long history, financially sound with extensive 
international network 
2) Large branch network and JETCO-ATM network offering 
convenience and accessibility. 
3) Began global rationalisation and organisational change 
since 1986, putting significant emphasis on retail 
banking. 
4) Cultural revolution aimed at changing the bank from 
"operation-driven" to "sales-driven" and from 
"organisation-focus" to "customer-orientation". 
5) During the past few years, very aggressive in 
introducing new product development, technology 
enhancement, delivery layout, image 
standardisation ••• etc, to improve the technical 
quality, and pave the way for improving the functional 
qualities of service. 
Appendix D(vi) 
6) a) Already committed to ~tart their "Service Quality 
Journey" in 1991 with top management being actively 
participated in Service Strategy Board. 
b) Service Quality Task Force under the direction of 
an expert "Service Quality Manager" has bee~ set up 
by end 1990. 
c) Programmes/Researches include:-
- Customer focus groups interview on critical 
incidents (both positive and negative), and 
identify generic preferences of customers. 
- Mystery Shoppers Survey 
- Market and Advertising monitor for market share 
and customers' perception. 
- Internal staff perceptions on SWOT (Strength/ 
Weakness/Opportunities/Threats) 
- "Close to the Customer" employee survey to 
evaluate the organisations ability and readiness 
to support the delivery of outstanding service 
performance. 
- Various workshops to formulate and establish on 
mission and vision and to explore leadership for 
the effective implementation of the tasks. 
Appendix D(vii) 
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Weakness: 
1) Deep-rooted ' bureaucratic/autocratic management style, 
not easy to change everything at once.The change is 
more actively implemented in the Retail Division only, 
whilst other departments and divisions do not appear 
to change in line and with suitable pace with the 
change. 
~ ~ 
2) "Internal customer" concept extremely weak throughout 
the organization. 
3) Negative word-of-mouth on customer service has been 
prevailing for years, so it will take considerable 
time and effort to change customers' perception even 
though significant improvement has been made. 
Appendix D(viii) 
Nanyang Commercial Bank 
Target market: Middle to lower income group, blue collar 
and housewives. 
Strength: 
a) Convenience, large branch networks of the PRC Groups, 
and joint JETCQ-ATM networks. 
b) Pricing of services/products are cheapest in market 
which appeal to price-sensitive groups. 
c) Branches at residential areas usually employ 'family' 
concepts and offer relationship banking to maintain 
customer loyalty. Establish customer relationship 
through snake dinners, National Day banquet, Mainland 
China trips, etc. 
d) Low staff turnover rate and strong sense of commitment 
due to good staff benefits, staff canteen/quarter, 




a) Bank image associates with political background, 
traditional premise environment and low staff calibre. 
b) The major problems envisaged in bringing about 
cultural change were synonymous with those factors 
which would impede the success for the programme, i.e. 
the inflexible attitudes and behaviour of some 
managers and staff. There occured some resistance to 
change and cited long-serving managers who, having 
failed to achieve significant status within the 
company, might be adverse to new concepts of 
devolution of authority and responsibility of staff. 
Appendix D(x) 
Citibank 
Target market: Professional, higher profile who always 
demand sophisticated financial & 
investment services in addition to basic 
transaction needs. 
Strength: 
a) Consider Quality Management an essential part of the 
company's system. 
b) Groupwide and worldwide vision to treat service 
quality as their competitive strategy 
c) Clearly defined service standards for performance 
evaluation. 
d) Regional/Global Department/Division to be responsible 
for Service Quality similar to that of product 
management or marketing departments which forms part 
of their strategic planning and implementation. 
e) Continuous reinforcement and measurement on service 
standards through customer surveys, mystery clients, 
complaints handling. 
Appendix D( xi) 
f) High incentives to award and encourage staff 
suggestions for service improvement, cost savings and 
efficiency, etc. 
g) "Care for Customer" culture is well-cultivated amongst 
different levels of staff throughout the organisation. 
Weakness: 
1) Infrastructure Limited branch network, unible to 
compete on convenience against competitors with large 
network regardless of their continuous efforts to 
compensate their weakness by phone-banking service. 
Appendix D(xii) 
Chase Manhattan Bank 
Target Market: Middle-class white collar segments 
Strength: 
a) Aggressive, market-driven American bank with up-market 
corporate image. 
b) Prioritize the need for "service quality" as 
differential strategy. 
c) Assign senior manager to be the service Director 
Weakness: 
1) Execution not very successful, because only ad-hoc or 
short term progra~es are launched without long-term 
corporate commitment and dedication from top 
management. 
2) Lack of "Total Quality" concept, only focus on 
frontline areas under concern. 
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